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SUMMARY    OF    RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include 
a  listing  of  all  recommendations  together  with  a  notation  as  to 
whether  the  age..cy  concurs  or  does  not  concur  with  each  recommen- 
dation. This  listing  serves  as  a  means  of  summarizing  the  recom- 
mendations contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting  comments. 
The  full  replies  of  the  Departments  of  State  Lands,  Administration, 
and    Institutions   are   included   in    the   back  of  this   report. 

Page 

1A  The  Department  of  Administration  account 
for  gains  and/or  losses  on  bond  swaps  as 
completed  transactions   in   the  year   incurred.  5 

Department  of  Administration   Reply:      Do  not  concur. 
See   page   44. 

1B     The   Department  of  State   Lands  continue 
amortizing   gains   and/or   losses  on   bond 
swaps  when   determining   the  allocation  of 
interest  to  the  educational    institutions.  6 

Department  of  State   Lands   Reply:      Concur. 
See   page   42. 

2  Distribute  all  uncleared  collections  to  the 
proper   revenue  classification   and   fund   at 

the  end  of  each  fiscal   year.  7 

Agency   Reply:      Concur.      See  page  42. 

3  Record  future  land  acquisitions  in  accor- 
dance with   generally  accepted   accounting 

principles.  8 

Agency   Reply:      Concur.      See  page  42. 

4  Record  and  deposit  indirect  cost  recoveries 

in   accordance  with   state  policy.  9 

Agency   Reply:      Concur.      See  page  42. 

5  Reimburse  employees   for  personal   car  mileage 
at  the   rate  prescribed   by    the   Department  of 
Administration.  10 

Agency   Reply:      Concur.      See  page  42. 

6  Develop  a   system  for  monitoring   federal 
grant  report  due  dates  to  ensure  their 

timely   preparation   and   submission.  13 

Agency   Reply:      Concur.      See  page  42. 

iv 
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7        Review  grant   budgets  monthly   to  provide 
assurance  that  line  items  are  not  over- 
spent without  an  approved   amendment.  13 

Agency   Reply:      Concur.      See  page  42. 

8A     Comply  with   Article  X,    Section   5,    of  the 
1972  Constitution  of  Montana   in  determin- 
ing earning   distributions   to  the  school   dis- 
tricts and   the  public  school   trust  fund.  15 

Agency    Reply:      Concur.      See   page  42. 

8B     Return   the  $230,238  overdistribution   to  the 

public   school   trust  fund.  15 

Agency   Reply:      Concur.      See  page  42. 

9        Perform  an   annual    inspection   of  each   state 
natural   area  as   required   by  Section  26.5.203, 
ARM,   or  amend  this   rule.  15 

Agency   Reply:      Concur.      See  page  43. 

10       The  Department  of   Institutions   report  to 
the  Department  of  State   Lands  all   real 
property  held,    leased,   or  administered, 
as   required   by   section   2-17-123,    MCA.  16 

Department  of   Institutions   Reply:      Concur. 
See  page  45. 

11A     Restrictively  endorse  all   checks   at   initial 

receipt.  19 

Agency   Reply:      Concur.      See  page  43. 

11B     Store  collections   in   a   locked   box   appropri- 
ately  secured.  19 

Agency   Reply:      Concur.      See  page  43. 

12       Establish   procedures  which  will   ensure  the 
proper  accounting   for  obsolete  or  broken 
items,    and   the   removal  of  items   no   longer 
possessed   from  the   PAMS   listing.  19 

Agency   Reply:      Concur.      See  page  43. 
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13  Accrue   transactions  which    represent   valid 
obligations  at   fiscal   year-end   in   accordance 

with   Section   2-1420,    MOM.  21 

Agency    Reply:      Concur.      See   page  43. 

14  Record    revenue  refunds  associated   with 
receipts  collected    in   prior   years   in   the 

prior  year   revenue  adjustments   account.  21 

Agency    Reply:      Concur.      See   page  43. 

15  Montior  the  balance  of  their  spending   author- 
ity and   take  the  proper  steps  to  ensure  that 
expenditures,   obligations,    and   liabilities  are 
within   the   limits  of  their  appropriation   author- 
ity. 22 

Agency    Reply:      Concur.      See   page  43. 


INTRODUCTION 

We  performed  a  financial  compliance  audit  of  the  Department 
of  State  Lands  for  the  fiscal  years  ended  June  30,  1980  and  1981. 
Our  objectives  were  to:  (1)  determine  if  the  department's  financial 
statements  present  fairly  its  financial  position  for  the  fiscal  year 
ended  June  30,  1981,  and  the  results  of  operations  for  the  two 
fiscal  years  then  ended,  (2)  determine  if  the  department  complied 
with  applicable  laws  and  regulations,  and  (3)  make  recommendations 
for  improvement  in  the  management  and  internal  controls  of  the 
department. 

Section  5-13-307(2),  Montana  Code  Annotated  (MCA),  requires 
disclosure  of  significant  costs  associated  with  implementation  of  an 
audit  recommendation.  If  significant  costs  are  associated  with 
implementation  of  a  recommendation,  we  disclose  that  information  in 
the  discussion  of  the  problem. 

To  meet  federal  reporting  requirements  the  body  of  the  audit 
report  discusses  instances  of  noncompliance  with  federal  laws  and 
regulations,  and  the  associated  questioned  costs.  We  identified 
one  noncompliance  issue  involving  questioned  costs  and  discuss 
this  matter  in  the  "Grant  Budget  Amendments"  section  of  this 
report  on   page  13. 

We   thank    the   commissioner   and    his    staff  for  their  cooperation 
and  assistance  during   the  audit. 
Background 

The  Department  of  State   Lands   (DSL)   was  created   in   1927  and 
was   reorganized   in   its   present  form  by  the   Executive   Reorganization 
Act   of    1971.      The    Board   of    Land    Commissioners    is  constitutionally 


created  to  act  as  the  department  head.  The  board  consists  of  the 
Governor,  the  Superintendent  of  Public  Instruction,  the  State 
Auditor,  the  Se  retary  of  State,  and  the  Attorney  General.  The 
land  commissioner  is  appointed  by  the  Governor  subject  to  Senate 
approval,  and  under  the  direction  of  the  Board  of  Land  Commis- 
sioners  serves  as  the  chief  administrative  officer. 

Under  the  board's  direction,  the  department  is  responsible  for 
the  care,  management,  and  disposition  of  the  state  lands.  DSL 
also  collects  and  receives  all  moneys  payable  to  the  state  as  fees, 
rentals,  royalties,  interest,  penalties  or  payments  on  mortgages, 
purchases,     or    leases    of    lands    administered    by    the    department. 

The  department  employed  approximately  75  individuals,  and 
expended  $1,998,000  and  $2,623,000  in  fiscal  years  1979-80  and 
1980-81,  respectively.  Total  revenue  collected  during  the  two 
fiscal   years  was  $33,440,000  and   $64,817,000,    respectively. 

The  department's  activities  are  organized  under  the  four 
divisions   listed   below,   each   headed   by  an  administrator. 

1.  Centralized   Services 

2.  Land   Administration 

3.  Reclamation 

4.  Forestry 

The  Centralized  Services  Division  performs  the  overall  admin- 
istrative services  for  the  department.  The  division  processes 
trust  income  and  administers  surface  and  mineral  leases  for  school 
trust  funds.  Other  responsibilities  include  administration  of  grants 
from   the   Old   West    Regional    Commission   and    private   sources.      The 


grants  provide  funds  for  a  soils  survey  in  Montana,  and  prepara- 
tion of  environmental  impact  statements  as  required  under  the 
Montana   Environmental   Policy  Act. 

The    Land    Division    is    responsible  for  the  appraisal  and  classi- 
fication  of  all   state  lands.     The  division's  objective  is  to  obtain  the 
greatest  revenue  for  the  trust  funds  commensurate  with  the  preser- 
vation of  the  resource. 

The  Reclamation  Division  regulates  all  mining-related  surface 
disturbances  in   the  state. 

The  department  assumed  responsibility  for  the  Forestry  Division 
from  the  Department  of  Natural  Resources  and  Conservation  begin- 
ning July  1,  1981.  The  division  is  responsible  for  all  matters 
pertaining  to  forestry  within  the  jurisdiction  of  the  state.  Because 
our  audit  covers  the  two  fiscal  years  ended  June  30,  1981,  it  did 
not  include  the  Forestry  Division. 
BOND   SWAPS 

The  Department  of  Administration,  Investment  Division,  is 
responsible  for  investing  state  funds  and  managing  the  investment 
portfolios.  The  division  operates  under  policies  established  by  the 
Board  of  Investments.  To  improve  investment  portfolios,  the 
board  sometimes  sells  one  security  to  provide  funds  lor  the  purchase 
of  another  offering  a  higher  yield.  The  original  security  is  often 
sold  at  a   loss.      These  transactions  are  referred   to  as   "bond   swaps." 

In  1971-72  the  Board  of  Investments  completed  a  study  of  the 
accounting  methods  for  bond  swaps.  Based  upon  the  results  of 
this  study,  the  board  selected  the  deferral  method.  This  method 
requires  the  amortization  of  losses  over  the  shorter  of  the   remaining 


life  of  the  disposed  or  the  acquired  security.  This  accounting 
practice  is  not  in  accordance  with  generally  accepted  accounting 
principles  (GAAP).  According  to  the  National  Committee  on  Govern- 
mental Accounting,  as  confirmed  by  the  Department  of  Administra- 
tion, GAAP  requires  gains  or  losses  on  bond  swaps  to  be  recognized 
in  the  year  incurred  (completed  transaction  method).  Gains  or 
losses  should  be  accounted  for  on  the  completed  transaction  method 
as   required   by  GAAP. 

The  selection  and  use  of  the  deferral  method  by  the  Board  of 
Investments  results  in  a  misstatement  on  the  Department  of  State 
Lands'  SBAS  records.  Unamortized  net  losses  incurred  on  bond 
swaps  involving  permanent  funds  of  DSL's  Trust  and  Legacy  Fund 
equalled  approximately  $3.7  million  at  June  30,  1979.  This  amount 
represents  the  total  of  unrecognized  losses  netted  against  any 
gains  incurred  on  bond  swaps.  During  fiscal  years  1979-80  and 
1980-81,  net  losses  incurred  on  bond  swaps  totalled  $369,016  and 
$2,417,545,  respectively.  During  the  same  two  fiscal  years,  amor- 
tized losses  totalled  $775,839  and  $570,420.  The  accumulated 
unamortized  net  loss  on  bond  swaps  was  approximately  $5.1  million 
at  June  30,    1981. 

Accounting  for  these  losses  on  bond  swaps  using  the  completed 
transaction  method  results  in  a  $5.1  million  violation  of  the  Trust 
and  Legacy  Fund  corpus.  Article  X,  Sections  3  and  10,  Constitu- 
tion of  Montana,  states  that  the  funds  of  the  public  schools, 
Montana  university  system,  and  of  all  other  state  institutions  of 
learning    "...    shall    forever    remain    inviolate   ..."      The   Montana 


Supreme  Court  in  the  case  of  in  Re  Montana  Trust  and  Legacy 
Fund,  338  P. 2d  366  (1964)  interpreted  Article  XXI  of  the  1889 
Constitution  which  corresponds  to  Article  X  of  the  1972  Constitution. 
The  court  stated  that  the  rule  of  inviolability  would  not  preclude 
the  sale  of  securities  at  less  than  their  purchase  price  with  the 
intention  of  improving  a  portfolio.  The  justices  interpreted  the 
requirement  that  funds  remain  inviolate  to  mean  that  the  principal 
could  not  be  permanently  impaired  by  direct  application  to  educa- 
tional purposes,  or  diversion  to  non-educational  purposes.  Based 
upon  this  interpretation,  the  impairment  of  the  Trust  and  Legacy 
Fund  corpus  resulting  from  losses  on  bond  swaps  does  not  violate 
the  intent  of  Article  X,    Constitution  of  Montana. 

The  restoration  of  the  loss  of  principal  requires  an  allocation 
of  interest  income  to  the  permanent  funds.  Because  the  unamortized 
net  loss  of  $5.1  million  would  require  a  significant  diversion  of 
interest  from  that  allocated  to  the  educational  institutions,  DSL 
should  continue  to  determine  the  amount  of  distributable  income  in 
accordance  with  the  deferral  method.  If  market  conditions  stabilize 
in  the  future,  full  amortization  of  the  losses  will  occur  and  corpus 
will  be  restored.  At  that  time  the  department  could  adopt  the 
completed  transaction   method  for  distribution   purposes. 

RECOMMENDATION   #1 

WE   RECOMMEND: 

A.        THE    DEPARTMENT    OF    ADMINISTRATION    ACCOUNT    FOR 
GAINS   AND/OR    LOSSES  ON    BOND  SWAPS   AS   COMPLETED 
TRANSACTIONS    IN   THE   YEAR    INCURRED. 


B.        THE   DEPARTMENT   OF    STATE    LANDS    CONTINUE    AMORTIZ- 
ING    GAINS     AND/OR     LOSSES     ON     BOND     SWAPS     WHEN 
DETERMINING    THE    ALLOCATION    OF    INTEREST   TO   THE 
EDUCATIONAL    INSTITUTIONS. 

UNCLEARED   COLLECTIONS 

At  June  30,  1980,  the  department's  uncleared  collections 
totalled  approximately  $16.5  million.  These  uncleared  collections 
represent  moneys  received  during  fiscal  year  1979-80,  for  which  no 
revenue  was  recognized.  The  revenue  associated  with  these  receipts 
is  recorded  in  fiscal  year  1980-81.  As  a  result,  revenue  is  under- 
stated in  fiscal  year  1979-80  and  overstated  in  fiscal  year  1980-81, 
by  approximately  $700,000,  $14.8  million  and  $1  million  in  the  SBAS 
Federal  and  Private  Revenue,  Federal  and  Private  Grant  Clearance, 
and  Trust  and  Legacy  Funds,  respectively.  The  financial  state- 
ments were  adjusted   to  properly   reflect  these  transactions. 

Department  officials  stated  that  the  following  factors  contribute 
to  the  lag  between  the  time  money  is  received  and  the  time  the 
revenue  is  recognized:  (1)  the  high  volume  of  transactions  pro- 
cessed, (2)  the  amount  of  time  required  to  determine  the  proper 
accounting  for  each  cash  receipt,  and  (3)  the  need  in  some  cases 
to  obtain  additional  information  or  wait  until  a  contested  payment  is 
resolved.  The  department  established  the  uncleared  collections 
account  within  the  Federal  and  Private  Grant  Clearance  Fund  to 
facilitate  compliance  with  timely  deposit  requirements,  and  to  allow 
time  to  determine  the  proper  accounting  for   receipts. 


At  fiscal  year-end  1980-81,  revenue  associated  with  uncleared 
collections  was  properly   recognized. 

RECOMMENDATION   #2 

WE  RECOMMEND  THE  DEPARTMENT  DISTRIBUTE  ALL  UN- 
CLEARED COLLECTIONS  TO  THE  PROPER  REVENUE  CLASSIFI 
CATION    AND    FUND    AT    THE    END    OF    EACH    FISCAL    YEAR. 

LAND   VALUATION 

The  Department  of  State  Lands  administers  approximately 
5.1  million  acres  of  state-owned  lands.  The  Enabling  Act  of  1889 
granted  Montana  approximately  5.9  million  acres  from  the  federal 
government.  Since  that  time  various  land  transactions  have  de- 
creased the  department's  holdings  to  the  current  level. 

The  department  records  all  land  acquired  under  the  Enabling 
Act  at  $10  an  acre.  The  $10  an  acre  valuation  method  was  selected 
because  the  Enabling  Act  limits  land  sales  to  no  less  than  $10  an 
acre.  Generally  accepted  accounting  principles  require  the  record- 
ing of  donated  assets  at  their  fair  market  value  at  the  time  of 
receipt.  Montana  acquired  most  of  its  land  holdings  by  gift  prior 
to  1900.  We  determined  the  $10  an  acre  land  valuation  for  those 
lands  is  a  reasonable  estimate  of  their  fair  market  value. 

During  fiscal  year  1979-80,  the  department  completed  a  land 
exchange  with  another  party.  To  equate  the  appraised  value  of 
the  land  exchanged  the  department  received  963.28  more  acres 
than  it  relinquished.  Using  the  $10  an  acre  value,  the  department 
increased  state  land  holdings  by  $9,632.80. 


Generally  accepted  accounting  principles  require  that  an  ex- 
change of  similar  productive  assets  not  held  for  sale  in  the  ordi- 
nary course  of  business  be  accounted  for  based  on  the  recorded 
amount  of  the  asset  relinquished.  Because  the  appraised  value  of 
the  exchanged  lands  is  equal,  increasing  the  land  holdings  by  $10 
an  acre  overstates  assets  by  $9,632.80. 

RECOMMENDATION   #3 

WE    RECOMMEND    THE    DEPARTMENT    RECORD    FUTURE    LAND 
ACQUISITIONS    IN   ACCORDANCE  WITH    GENERALLY   ACCEPTED 
ACCOUNTING   PRINCIPLES. 

INDIRECT  COSTS 


The  federal  government  reimburses  states  for  indirect  costs 
incurred  in  the  administration  of  federal  grants  and  contracts. 
Sections  17-3-110  and  17-3-111,  MCA,  provide  for  the  preparation 
of  a  statewide  cost  allocation  plan  (SWCAP)  by  the  Office  of  Budget 
and  Program  Planning  (OBPP),  and  the  negotiation  of  indirect  cost 
rates  by  grantee  agencies.  The  intent  of  these  statutes  is  to 
recover  that  portion  of  indirect  costs  incurred  by  the  service 
agencies  and  grantee  agencies  in  the  administration  of  federal 
assistance  programs.  In  recognition  of  these  statutes,  Management 
Memos  2-79-6  and  4-80-7  were  issued  in  May  1979  and  August 
1980.  These  memos  provide  procedures  for  budgeting  and  account- 
ing for  indirect  cost  reimbursements. 

The   Management   Memos    state   that    upon    the    receipt  of  federal 
indirect   cost   reimbursements   that   portion   applicable   to   SWCAP  will 


be  deposited  in  the  state  General  Fund.  During  fiscal  years 
1979-80  and  1980-81,  the  department  did  not  deposit  to  the  General 
Fund  federal  indirect  cost  reimbursement  receipts  of  $1,135  and 
$123  which  related  to  SWCAP.  During  fiscal  year  1980-81,  the 
department  deposited  to  the  General  Fund  $3,649  of  indirect  cost 
reimbursements  applicable  to  SWCAP.  Department  personnel  stated 
that  the  fiscal  year  1980-81  misallocation  is  due  to  a  calculation 
error. 

During  fiscal  year  1979-80,  the  department  did  not  record 
federal  indirect  cost  reimbursements  of  $17,244  in  Revenue  Classi- 
fication 1701  -  Federal  Indirect  Cost  Reimbursements.  Management 
Memo  4-80-7  requires  all  state  agencies  to  use  Revenue  Classifi- 
cation 1701  to  account  for  these  reimbursements.  The  department 
properly  accounted  for  federal  indirect  cost  reimbursements  in 
Revenue  Classification   1701   during  fiscal   year  1980-81. 

RECOMMENDATION   #4 

WE     RECOMMEND     THE    DEPARTMENT    RECORD    AND    DEPOSIT 

INDIRECT    COST    RECOVERIES    IN   ACCORDANCE  WITH   STATE 

POLICY. 

TRAVEL    REIMBURSEMENT 

We  reviewed  four  transactions  involving  reimbursement  of 
employees  for  personal  car  mileage.  In  each  case  we  noted  that 
the  rate  of  reimbursement  was  one-half  cent  per  mile  below  that 
established   by  the  Department  of  Administration. 


Section  2-18-503,  MCA,  requires  the  Department  of  Adminis- 
tration to  prescribe  rules  necessary  for  the  effective  administration 
of  the  state  statutes  relating  to  the  mileage  allowance.  During 
fiscal  years  1979-80  and  1980-81,  Management  Memos  1-79-9  and 
1-79-9A  were  issued  to  instruct  state  agencies  as  to  the  effective 
mileage  reimbursement  rates.  All  state  agencies  are  required  to 
comply  with  the  applicable  Management  Memo  when  reimbursing 
employees  for  personal   car  mileage. 

The  rate  paid  to  DSL  employees  for  personal  car  mileage  was 
established  by  the  former  Commissioner  of  State  Lands  at  one-half 
cent  per  mile  less  than  that  required  by  the  applicable  Management 
Memo. 

RECOMMENDATION   #5 

WE  RECOMMEND  THE  DEPARTMENT  REIMBURSE  EMPLOYEES 
FOR  PERSONAL  CAR  MILEAGE  AT  THE  RATE  PRESCRIBED 
BY   THE   DEPARTMENT   OF   ADMINISTRATION. 

FEDERAL   COMPLIANCE 

DSL  receives  funding  through  grants  from  the  Department  of 
Interior,  Office  of  Surface  Mining.  Office  of  Management  and 
Budget  (OMB)  Circular  A-102,  Attachment  P,  establishes  audit 
requirements  for  state  and  local  governments  receiving  federal 
assistance.  Attachment  P  requires  independent  audits  of  financial 
operations,  including  compliance  with  certain  federal  laws  and 
regulations.  We  performed  our  audit  of  DSL  in  accordance  with 
the  standards  of  OMB   Circular  A-102,   Attachment  P. 
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We  reviewed  the  major  compliance  areas  relating  to  selected 
grants  received  by  the  department.      Areas  reviewed   include: 

1)  internal  control  and  reporting  systems; 

2)  meeting  federal  objectives;   and 

3)  cost  allowability. 

We  noted  compliance  weaknesses   in  the  following  areas: 
Reporting   system 
Cost  allowability 

We  determined  the  effects  of  noncompliance  on  program  accom- 
plishments and  the  allowability  of  costs.  In  the  following  section 
of  our  audit  report,  we  discuss  compliance  and  internal  control 
problems     requiring     disclosure    in    accordance    with    Attachment  P. 

We  identified  one  noncompliance  issue  involving  questioned 
costs  and  discuss  this  matter  in  the  "Grant  Budget  Amendments" 
section  of  this  report  on  page  13.  Other  compliance  deficiencies 
deemed  not  to  have  significant  effect  on  the  successful  operations 
of  DSL  are  not  included  in  the  report,  but  have  been  discussed 
with  management.  Nothing  came  to  our  attention  that  causes  us  to 
believe  untested  compliance  issues  are  not  in  accord  with  applicable 
laws  and   regulations. 

As  a  result  of  our  review,  it  is  our  opinion  that  the  defi- 
ciencies noted  did  not  significantly  affect  the  successful  operation 
of  DSL  or  the  allowability  of  costs  in  conformity  with  grant  regula- 
tions. 

Federal   Grant   Reports 

We  noted  three  cases  in  which  federal  grant  performance 
reports,     financial     status     reports,     or    bimonthly    progress    reports 
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were  not  submitted  in  accordance  with  regulations  and  agreements 
with   the  federal   government. 

The  department  did  not  submit  financial  and  performance 
reports  for  one  Reclamation  Grant  by  the  deadline  date.  As  of 
March  5,  1981  the  report  was  five  months  overdue.  The  annual 
financial  status  report  for  one  Abandoned  Mines  Grant  was  also  at 
least  4  months  late.  According  to  30  CFR  886.23  "the  agency  shall 
for  the  grants  made  under  this  part,  submit  annually  to  the 
regional  director  a  financial  status  report  in  accordance  with 
OMB  circular  A-102,  attachment  H."  This  circular  states  that 
annual  and  final  reports  must  be  submitted  within  90  days  after 
the  close  of  the  grant. 

A  progress  report  for  the  Sand  Coulee  Reclamation  Grant  was 
not  submitted  to  the  federal  government  within  the  time  period  set 
forth  in  the  contract  agreement.  The  Sand  Coulee  Grant  contract 
agreement  requires  the  submission  of  progress  reports  to  the 
federal  project  officer  within  15  days  of  the  end  of  each  two  month 
period.  A  progress  report  was  submitted  late  by  the  contractor  to 
the  department  and  covered  a  three  month  period  instead  of  the 
required  two  months.  This  resulted  in  the  department  not  sending 
the  progress  report  to  the  federal  project  officer  within  the  time 
required   by  the  contract  agreement. 

Department  officials  indicated  they  do  not  have  a  system  for 
monitoring  report  due  dates.  Compliance  with  reporting  require- 
ments is  not  a  top  priority  because  no  federal  citations  have  been 
received  for  late  reports. 
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RECOMMENDATION   #6 

WE  RECOMMEND  THE  DEPARTMENT  DEVELOP  A  SYSTEM  FOR 
MONITORING  FEDERAL  GRANT  REPORT  DUE  DATES  TO 
ENSURE     THEIR     TIMELY     PREPARATION     AND     SUBMISSION. 

Grant  Budget  Amendments 

The  department  overspent  the  "Contracted  Services"  line  item 
budget  for  one  Federal  Reclamation  Grant  by  $14,560,  which  repre- 
sents 16  percent  of  the  total  grant  budget  of  $89,070.  The  grant 
agreement  allows  the  transfer  of  up  to  five  percent  of  the  total 
grant  budget  between  direct  cost  category  line  items.  Transfers 
between  direct  cost  categories  exceeding  five  percent  of  the  total 
budget  must  receive  prior  approval  by  the  Office  of  Surface  Mining. 
Under  this  grant  agreement  line  item  transfers  cannot  exceed 
$4,454  without  prior  approval.  Expenditures  over  the  5  percent 
limit  are  not  allowable  costs  unless  an  amendment  is  received. 
Therefore,  we  question  the  allowability  of  grant  costs  claimed 
totalling  $10,106. 

According  to  DSL  officials,  they  were  not  aware  of  the  over- 
expenditure  and  received  no  federal  notification  regarding  this 
matter. 

RECOMMENDATION   ti7 

WE  RECOMMEND  THE  DEPARTMENT  REVIEW  GRANT  BUDGETS 
MONTHLY  TO  PROVIDE  ASSURANCE  THAT  LINE  ITEMS  ARE 
NOT      OVERSPENT      WITHOUT      AN      APPROVED      AMENDMENT. 
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STATE   COMPLIANCE 

Our  audit  included  a  review  of  the  department's  compliance 
with  state  rules  and  regulations.  We  noted  the  following  problems 
during  our  review. 

Common  School    Interest  and    Income 

Article  X,  Section  5,  of  the  1972  Constitution  of  Montana 
states 


"(1)  Ninety-five  percent  of  all  the  interest  received  on 
the  public  school  fund  and  ninety-five  percent  of  all 
rent  received  from  the  leasing  of  school  lands  and  all 
other  income  from  the  public  school  fund  shall  be  equita- 
bly apportioned  annually  to  public  elementary  and  secon- 
dary  school   districts  as  provided   by   law. 

(2)  The  remaining  five  percent  of  all  interest  received 
on  the  public  school  fund,  and  the  remaining  five  percent 
of  all  rent  received  from  the  leasing  of  school  lands  and 
all  other  income  from  the  public  school  fund  shall  annual- 
ly be  added  to  the  public  school  fund  and  become  and 
forever  remain  an   inseparable  and   inviolable  part  thereof." 


The  department  bases  the  allocation  of  income  from  the  public 
school  fund  on  calendar  year  earnings.  The  annual  transfer  to 
the  school  districts  and  the  public  school  trust  fund  is  usually 
done  every  January  or  February.  The  earnings  available  for 
distribution  for  calendar  year  1979  totalled  $23,180,595.  Five 
percent  of  this  total,  which  is  to  be  transferred  to  the  trust  fund, 
equals  $1,159,030.  However,  only  $928,792  was  actually  trans- 
ferred to  the  trust  fund,  or  $230,238  less  than  required  by  the 
Constitution.  The  $230,238  was  distributed  to  the  school  districts 
to  expend  when  necessary.  This  improper  transfer  results  in  a 
violation  of  the  public  school  fund  corpus.  The  proper  amount 
was  transferred  for  calendar  year  1980. 
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RECOMMENDATION   #8 

WE    RECOMMEND   THE   DEPARTMENT: 

A.  COMPLY     WITH     ARTICLE   X,     SECTION   5,     OF     THE    1972 
CONSTITUTION   OF   MONTANA    IN    DETERMINING    EARNING 
DISTRIBUTIONS    TO    THE    SCHOOL    DISTRICTS    AND   THE 
PUBLIC    SCHOOL    TRUST    FUND. 

B.  RETURN      THE      $230,238     OVERDISTR IBUTION      TO     THE 
PUBLIC   SCHOOL   TRUST    FUND. 

State   Natural    Areas 

Under  the  provisions  of  sections  76-12-101  through  117,  MCA, 
the  Board  of  Land  Commissioners  designated  the  Owen  Souerwine 
Island,  east  of  Kalispell,  as  a  state  natural  area.  This  is  the  only 
natural  area  designated  by  the  state.  Section  26.5.203,  ARM, 
requires  the  Department  of  State  Lands  to  make  an  annual  inspec- 
tion of  each  state  natural  area  to  determine  if  it  is  maintained  in 
accordance  with   the  intent  of  the  act. 

RECOMMENDATION   #9 

WE     RECOMMEND     THE  DEPARTMENT     PERFORM     AN     ANNUAL 

INSPECTION    OF    EACH  STATE    NATURAL   AREA   AS    REQUIRED 

BY   SECTION   26.5.203,  ARM,    OR    AMEND   THIS    RULE. 

Property   Reports 

Section  2-17-123,  MCA,  states  "every  state  agency  holding, 
leasing,    or    administering   any   real   property   shall,    immediately  after 
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such  real  property  is  acquired  or  within  180  days  after  July  1, 
1979,  for  real  property  now  used  or  held,  furnish  to  the  board  of 
land     commissioners     the     following      information,      when     applicable: 

1)  legal   description  of   the   real    property; 

2)  when   the   real    property  was  acquired  or   leased; 

3)  where    the    abstracts,     deeds,     or    other    indicia    of   owner- 
ship to  the   real   property  may   be   found; 

4)  name     of     the     state    agency     holding     the     real     property; 

5)  name  of  the  grantor  or   lessor; 

6)  nature    of    interest    held    by    the    state   or    term   of    lease." 

DSL  maintains  a  central  filing  system  and  index  of  real 
property  held,  acquired,  leased,  administered,  or  disposed  of  by 
state  agencies.  It  is  the  responsibility  of  all  state  agencies  to 
provide   DSL  with  the  necessary   information. 

According  to  DSL  officials,  the  Department  of  Institutions  is 
the  only  state  agency  that  has  not  notified  them  of  property  held, 
leased,    or  administered. 

RECOMMENDATION  #10 

WE  RECOMMEND  THE  DEPARTMENT  OF  INSTITUTIONS  REPORT 
TO  THE  DEPARTMENT  OF  STATE  LANDS  ALL  REAL  PROPERTY 
HELD,   LEASED,   OR   ADMINISTERED,   AS   REQUIRED   BY 
SECTION  2-17-123,  MCA. 
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INTERNAL   CONTROL 

We  examined  the  financial  statements  of  the  Department  of 
State  Lands  for  the  two  fiscal  years  ended  June  30,  1981.  As  part 
of  our  examination,  we  evaluated  the  department's  system  of  in- 
ternal accounting  control  to  the  extent  we  considered  necessary  to 
evaluate  the  system  as  required  by  generally  accepted  auditing 
standards.  The  purpose  of  our  evaluation  was  to  establish  a  basis 
for  reliance  thereon  in  determining  the  nature,  timing,  and  extent 
of  other  auditing  procedures  necessary  for  expressing  an  opinion 
on   the  financial   statements. 

The  objective  of  internal  accounting  control  is  to  provide 
management  with  reasonable,  but  not  absolute,  assurance  that  1) 
assets  are  safeguarded  against  loss  from  unauthorized  use  or 
disposition,  2)  transactions  are  executed  in  accordance  with  manage- 
ment's authorization,  and  3)  financial  records  are  reliable  for 
preparing  financial  statements  and  maintaining  accountability  for 
assets.  The  concept  of  reasonable  assurance  recognizes  that  the 
cost  of  a  system  of  internal  control  should  not  exceed  the  benefits 
derived.  It  also  recognizes  that  the  evaluation  of  these  factors 
necessarily   requires  estimates  and  judgments  by  management. 

For  purposes  of  this  report  we  have  classified  significant 
controls  in  the  department's  accounting  system  in  the  following 
categories: 

1)  Purchases/Disbursements 

2)  Revenue 

3)  Treasury 
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4)  Receivables 

5)  Plant,    Property   and    Equipment 

We    evaluated    the    significant   controls    identified    in    the   above   cate- 
gories . 

Our  examination,  made  for  the  limited  purpose  described  in 
the  first  paragraph,  would  not  necessarily  disclose  all  weaknesses 
in  the  system  of  internal  accounting  control.  It  was  based  upon 
selective  tests  of  accounting  records  and  related  data.  Accord- 
ingly, we  do  not  express  an  opinion  on  the  system  of  internal 
accounting  control  of  the  department  taken  as  a  whole.  Our 
evaluation  disclosed  no  condition  that  we  believe  to  be  a  material 
weakness.  However,  those  internal  control  weaknesses  identified 
during  the  audit  which  warrant  management's  attention  are  des- 
cribed in  the  following  sections  of  this  report. 
Revenue 

The  department  receives  over  20,000  checks  each  year. 
These  checks  are  not  restrictively  endorsed  immediately  upon 
receipt.  Instead,  they  are  endorsed  when  the  daily  deposit  is 
prepared.  Section  2-1210.21 ,  Montana  Operations  Manual  (MOM), 
requires  all  state  agencies  to  restrictively  endorse  negotiable 
instruments  at  the  time  of  initial  receipt.  This  procedure  reduces 
the    risk   that   a   check   could   be  cashed   by  an   unauthorized   person. 

Any  cash  pending  deposit  is  held  in  an  unlocked  drawer.  At 
night,  any  undeposited  receipts  are  placed  in  an  unlocked  cabinet 
in  a  locked  room.  However,  all  employees  have  access  to  this 
room.      This   weakness    in   internal   control    increases  the  potential   for 
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loss  of  receipts.  Section  2-1210.25,  MOM,  states  "collections 
shall,  as  a  minimum,  be  stored  in  a  locked  box  appropriately 
secured". 

RECOMMENDATION   #11 


WE    RECOMMEND   THE    DEPARTMENT: 

A.  RESTRICTIVELY      ENDORSE     ALL     CHECKS     AT      INITIAL 
RECEIPT. 

B.  STORE     COLLECTIONS     IN     A     LOCKED     BOX     APPROPRI- 
ATELY  SECURED. 

Property,    Plant,    and   Equipment 

The  department  uses  the  state's  Property  Accountability 
Management  System  (PAMS)  for  recording  their  fixed  assets.  We 
reviewed  40  of  these  assets  to  verify  existence  and  determine  obso- 
lescence. Three  of  these  items,  with  a  total  value  of  $872,  were 
either  obsolete  or  broken.  The  cost  of  these  assets  is  still  in- 
cluded in  the  total  value  of  the  inventory.  The  department  does 
not  have  adequate  procedures  for  identifying  and  disposing  of 
these  types  of  items.  We  also  noted  that  one  item  with  a  value  of 
$581  was  disposed  of  and  not  removed  from  the  inventory  listing. 
This  item  has   subsequently  been   removed. 

RECOMMENDATION   #12 

WE    RECOMMEND    THE    DEPARTMENT    ESTABLISH    PROCEDURES 
WHICH   WILL    ENSURE   THE    PROPER    ACCOUNTING    FOR   OBSOLETE 
OR    BROKEN    ITEMS,    AND   THE    REMOVAL   OF    ITEMS   NO    LONGER 
POSSESSED    FROM   THE    PAMS    LISTING. 
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ACCOUNTING    PROCEDURES 

The  following   section  discusses  problems   identified  with  depart- 
ment accounting   piocedures. 
Expenditure  Accruals 

We  noted  several  instances  where  the  department  improperly 
accounted   for  the  accrual   of  expenditures. 

During  testing  we  noted  three  cases  in  which  the  department 
recorded  prior  year  expenditure  adjustments  in  the  subsequent 
fiscal  year,  instead  of  properly  accruing  the  expenditure  in  the 
current  year.  The  improper  use  of  the  prior  year  expenditure 
adjustments  account  resulted  in  an  understatement  of  fiscal  year 
1979-80  expenditures  and  accrued  expenditures,  and  an  overstate- 
ment of  fiscal  year  1980-81  prior  year  expenditure  adjustments  of 
$1,229  in  the  General    Fund. 

During  fiscal  year  1979-80,  the  department  entered  into  a 
contract  for  services  and  accrued  the  total  agreement  amount  of 
$60,000.  Because  no  services  were  received  under  this  contract 
during  fiscal  year  1979-80,  the  department  reversed  the  accrued 
expenditure  and  recorded  a  prior  period  expenditure  adjustment  in 
fiscal  year  1980-81.  The  department  received  all  services  under 
the  contract  during  fiscal  year  1980-81,  and  was  billed  for  $39,500. 
DSL  recorded  the  $39,500  expenditure  as  a  prior  period  expenditure 
adjustment  and  accrued  the  remaining   balance  of  $20,500. 

Section  2-1420.32  to  .34,  MOM,  states  that  goods  and  supplies 
should  be  expensed  in  the  year  received,  cost  of  equipment  is  to 
be  accrued  in  the  fiscal  year  in  which  budgeted,  and  services 
must   be    rendered    in    the   current    period    in    order  to  be  accrued  at 
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fiscal  year-end.  Service  contracts  may  be  accrued  even  though 
the  services  are  rendered  in  subsequent  years,  if  the  appropriation 
provided  funds  to  complete  the  project.  Because  the  fiscal  year 
1979-80  appropriation  provided  the  necessary  funds  to  complete  the 
contract,  the  accrual  of  this  transaction  in  fiscal  year  1979-80  was 
proper.  The  accrued  expenditure  should  then  be  reversed  when 
payment  is  made  on  the  contract.  The  financial  statements  are 
adjusted   to  properly   reflect  this   transaction. 

RECOMMENDATION   #13 

WE  RECOMMEND  THE  DEPARTMENT  ACCRUE  TRANSACTIONS 
WHICH  REPRESENT  VALID  OBLIGATIONS  AT  FISCAL  YEAR- 
END    IN    ACCORDANCE   WITH    SECTION    2-1420,    MOM. 

Revenue  Abatements 

The  department  records  refunds  of  revenue  collected  in  prior 
years  as  current  year  abatements.  This  accounting  practice  results 
in  an  understatement  of  the  current  year's  revenue.  We  noted 
understatements  of  fiscal  year  1979-80  and  1980-81  revenue  totalling 
$8,644  and  $1,598,  respectively,  as  a  result  of  these  transactions. 
The  department  should  record  revenue  refunds  associated  with 
receipts  collected  during  prior  years  in  the  prior  year  revenue 
adjustments  account. 

RECOMMENDATION  #14 

WE  RECOMMEND  THE  DEPARTMENT  RECORD  REVENUE  REFUNDS 
ASSOCIATED  WITH  RECEIPTS  COLLECTED  IN  PRIOR  YEARS 
IN   THE  PRIOR  YEAR  REVENUE  ADJUSTMENTS  ACCOUNT. 
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Indirect   Costs 

In  fiscal  year  1980-81,  the  department  completed  computations 
of  indirect  costs  incurred  in  the  administration  of  federal  grants 
during  fiscal  year  1979-80,  and  charged  these  costs  of  $4,472  to  a 
prior  year  expenditure  account.  The  spending  authority  remaining 
in  the  fiscal  year  1979-80  appropriation  charged  was  not  sufficient 
to  cover  this  transaction.  As  a  result,  the  department  reversed 
the  original  entry  and  charged  the  fiscal  year  1979-80  indirect 
costs  to  the  fiscal  year  1980-81  appropriation.  Because  these 
indirect  costs  are  a  valid  obligation  of  fiscal  year  1979-80,  this 
entry  misstates  the  expenditures  in  the  SBAS  Federal  and  Private 
Revenue  Fund  for  each  of  the  two  fiscal  years  ending  June  30, 
1981. 

Monitoring  of  the  available  spending  authority  was  inadequate. 
It  is  the  responsibility  of  the  department  to  keep  expenditures, 
obligations,  and  liabilities  within  the  amount  of  their  appropriation 
or  authorized   budget  amendments. 

RECOMMENDATION   #15 

WE    RECOMMEND    THE    DEPARTMENT    MONITOR    THE    BALANCE 
OF     THEIR     SPENDING     AUTHORITY     AND     TAKE     THE     PROPER 
STEPS     TO     ENSURE     THAT     EXPENDITURES,     OBLIGATIONS, 
AND    LIABILITIES   ARE   WITHIN    THE    LIMITS   OF   THEIR    APPRO- 
PRIATION   AUTHORITY. 
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PRIOR    AUDIT    RECOMMENDATIONS 

The  last  audil  of  the  Department  of  State  Lands  was  performed 
by  a  CPA  firm  under  contract  with  the  Office  of  the  Legislative 
Auditor  for  the  fiscal   year  ended  June  30,    1979. 

That  report  contained  seven  recommendations  directed  to  the 
department.  The  department  concurred  with  and  implemented  five 
of  these  recommendations,  and  did  not  concur  with  nor  implement 
two.  The  two  recommendations  not  implemented  relate  to  the 
department  policy  to  value  all  land  at  $10  an  acre  and  to  not 
restrictively  endorse  checks  immediately  upon  receipt.  These 
issues  are  discussed  on   pages  7  and   18  of  this   report. 
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The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Combined  Balance  Sheets  -  All  Funds 
and  Account  Groups;  the  Combined  Statement  of  Revenues,  Expen- 
ditures, and  Changes  in  Fund  Balance  -  Budget  and  Actual  - 
General  and  Special  Revenue  Funds;  the  Combined  Statement  of 
Revenues,  Expenditures,  and  Changes  in  Fund  Balance  -  All 
Proprietary  Fund  Types  and  Similar  Trust  Funds;  and  the  Combined 
Statement  of  Changes  in  Financial  Position  -  All  Proprietary  Fund 
Types  and  Similar  Trust  Funds  of  the  Department  of  State  Lands 
as  of  June  30,  1981,  and  for  the  two  fiscal  years  then  ended. 
Our  examination  was  made  in  accordance  with  generally  accepted 
governmental  auditing  standards  and,  accordingly,  included  such 
tests  of  the  accounting  records  and  such  other  auditing  procedures 
as  we  considered   necessary   in   the  circumstances. 

In  our  opinion,  the  Combined  Balance  Sheet  -  All  Funds;  the 
Combined  Statement  of  Revenues,  Expenditures,  and  Changes  in 
Fund  Balance  -  Budget  and  Actual  -  General  and  Special  Revenue 
Funds;  the  Combined  Statement  of  Revenues,  Expenditures,  and 
Changes  in  Fund  Balance  -  All  Proprietary  Fund  Types  and  Similar 
Trust    Funds;    and    the   Combined    Statement   of  Changes   in   Financial 
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Position  -  All  Proprietary  Fund  Types  and  Similar  Trust  Funds, 
present  fairly  the  financial  position  of  such  funds  of  the  Department 
of  State  Lands  as  of  June  30,  1981,  and  the  results  of  operations 
and  the  changes  in  fund  balance  of  such  funds  for  the  two  fiscal 
years  then  ended,  in  conformity  with  generally  accepted  accounting 
principles  which,  except  for  the  changes,  with  which  we  concur, 
in  the  method  of  accounting  for  bond  swaps  as  described  in  Note  4, 
and  in  the  method  of  classifying  funds  as  described  in  Note  1B, 
have  been  applied  on  a  consistent   basis. 

In  our  opinion,  the  Balance  Sheet  lor  the  Account  Groups 
presents  fairly  the  financial  position  of  the  Account  Groups  as  of 
June  30,  1981,  in  conformity  with  generally  accepted  auditing 
principles. 

Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  basic  financial  statements  taken  as  a  whole.  The 
accompanying  Schedule  of  Federal  Grant  Receipts  is  presented  for 
additional  analysis  and  disclosure  purposes  in  compliance  with 
"Guidelines  for  Financial  and  Compliance  Audits  of  Federally  Assisted 
Programs"  and  is  not  a  required  part  of  the  combined  financial 
statements  for  the  Department  of  State  Lands.  This  schedule  has 
been  subjected  to  the  auditing  procedures  applied  in  the  examination 
of  the  basic  financial  statements  and,  in  our  opinion,  is  fairly 
stated  in  all  material  respects  in  relation  to  the  basic  financial 
statements  taken   as  a  whole. 

Respectfully  submitted, 

James   H.    Gillett,    CPA 
Acting   Legislative  Auditor 

January   11,    1982 
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DEPARTMENT  OF  STATE  LANDS 


COMBINED  BALANCE  SHEET 
ALL  FUND  TYPES  AND  ACCOUNT  GROUPS 

FIDUCIARY 
FUND  TYPE 

Trust 
and  Agency 

JUNE  30,  1981 

GOVERNMENTAL 
FUND  TYPES 

ACCOUNT 
GROUPS 

Special 
General     Revenue 

General 

Fixed 
Assets 

ASSETS 

Cash 

Accounts  Receivable 

Accounts  Receivable  Receipts 

Federal  Cost  Reimbursement 

Receivables 
Expense  Advance  to  Employees 
Certificate  of  Purchase 
Investments 

Short-Term  Investment  Pool 
Land 

Equipment 
Available  to  Pay  Accrued 

Support  Expenditures 

Total  Assets 


$  16,549 


330 

476,956 


38,920 


$  756,640   $  4,775,609 

4,760       409,451 

2,647,236 


24,083 


1,490,789 


1,047,984 
142,895,580 
3,839,174 
49,398,758  $1,862,271 
144,116 


$532,755   $2,276,272   $205,013,792  $2,006,387 


LIABILITIES  AND  FUND  EQUITY 
Liabilities 
Accounts  Payable 
Accountability  for  Advances 
Accrued  Expenditures 
Deferred  Profit  on  Land  Sale 
Total  Liabilities 


$  44,902   $   99,326   $  3,346,219 

51,286 
10,897       85,864 

476,956    743,791 

532,755      185,190      4,141,296 


Fund  Equity 

Investment  in  General  Fixed 

Assets 
Donated  General  Fixed  Assets 
Fund  Balance 

Total  Fund  Equity 
Total  Liabilities  and 
Fund  Equity 


-0- 


-0- 


$2,000,387 
6,000 

2,091,082    200,872,496  

2,091,082    200,872,496   2,006,387 


$532,755   $2,276,272   $205,013,792  $2,006,387 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement, 
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DEPARTMENT  OF  STATE  LANDS 


REVENUES: 

Licenses  &  Permits 

Service  Fees 

Investment  Earnings 

Reimbursements 

Sales  of  Documents,  Merchandise, 
&  Property 

Grants,  Gifts,  Bequests,  &  Donations 

Income  Collections  &  Transfers 
.  Federal  Assistance 
Total  Revenues 

EXPENDITURES : 

Central  Management 
Reclamation 
Land  Administration 
Resource  Development 
Reclamation  Services 
Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Support  From  General  Fund 
Support  To  Consolidated  Entity 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 

FUND  BALANCE,  JULY  1,  1980 

FUND  BALANCE,  JUNE  30,  1981 


COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL  - 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 

General  Fund 

Special  Revenue 

Fund 

Budget 

Actual 

Variance- 
Favorable 
(Unfavorabl 

e) 

Budget 

Actual 

Variance- 
Favorable 
(Unfavorable) 

$    60,000 
9,000 
3,500 

$   93,824 

53,950 

3,649 

$  33,824 

44,950 

149 

$    18,000 

80,000 
20,000 

$    36,470 

170,877 
18,137 

$    18,470 

90,877 
(1,863) 

250 

13,201 

12,951 

705,000 

32,153,000 

6,625,605 

39,601,605 

429,066 
48,368,822 

645,289 
49,668,661 

(275,934) 
16,215,822 
(5,980,316) 

72,750 

164,624 

91,874 

10,067,056 

618,428 
435,042 
216,296 

617,377 
399,263 
208,720 

1,051 

35,779 

7,576 

862,322 
6,246,996 

436,798 

334,595 
652,442 

390,704 

20,000 
1,397,741 

527,727 
5,594,554 

46,094 
(20,000) 

1,269,766 

1,225,360 

44,406 

7,546,116 

6,148,375 

(1,197,016) 

(1,060,736) 

136,280 

32,055,489 

48,270,920 

16,215,431 

15,685 
1,181,331 

15,685 
1,045,051 

-0- 
(136,280) 

12,413 
(31,773,000) 

294,902 

12,413 
(48,265,782) 

17,551 

-0- 
(16,492,782) 

-0- 

-0- 

-0- 

(277,351) 

-0- 

-0- 

-0- 

(2,579,270) 
$(2,284,368) 

2,073,531 
$  2,091,082 

4,652,801 

$     -0- 

$     -0- 

$  -0- 

$  4,375,450 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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DEPARTMENT  OF  STATE  LANDS 


REVENUES: 

Licenses  &  Permits 

Service  Fees 

Investment  Earnings 

Reimbursements 

Sales  of  Documents,  Merchandise, 

&  Property 
Grants,  Gifts,  Bequests,  &  Donations 
Income  Collections  &  Transfers 
Federal  Assistance 
Total  Revenues 

EXPENDITURES : 

Central  Management 
Reclamation 
Land  Administration 
Resource  Development 
Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Support  From  General  Fund 
Support  To  Consolidated  Entity 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 

FUND  BALANCE,  JULY  1,  1979 

FUND  BALANCE,  JUNE  30,  1980 


COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN 
GENERAL 
FOR  THE 

FUND  BALANCE  -  BUDGET  AND  ACTUAL  - 
AND  SPECIAL  REVENUE  FUND  TYPES 
FISCAL  YEAR  ENDED  JUNE  30,  1980 

General  Fund 

Special  Revenue 

Fund 

Budget 

Actual 

Variance- 
Favorable 
(Unfavorable) 

Budget 

Actual 

Variance- 
Favorable 
(Unfavorable) 

$   50,000 
9,000 

$   93,686 

$43,686 
(9,000) 

$    10,080 
40,000 

$    39,825 

136,947 
17,244 

$    29,745 

96,947 
17,244 

30,860 

30,860 

820,000 

18,174,000 

5,373,952 

24,418,032 

385,525 
22,444,150 

225,356 
23,249,047 

(434,475) 
4,270,150 
(5,148,596) 

59,000 

124,546 

65,546 

(1,168,985) 

595,386 
410,194 
203,483 

596,044 
409,777 
192,068 

(658) 

417 
11,415 

795,318 
5,396,062 

430,127 
6,621,507 

249,697 
249,699 

300,325 
799,721 

545,621 
5,146,363 

129,802 

1,209,063 

1,197,889 

11,174 

5,821,786 

(1,150,063) 

(1,073,343) 

76,720 

17,796,525 

22,449,326 

4,652,801 

(3,265) 
1,153,328 

(3,265) 
1,076,608 

-0- 
(76,720) 

(38,078) 
(21,882,375) 

(4,123,928) 

(38,078) 
(21,882,375) 

528,873 

-0- 
-0- 

-0- 

-0- 

-0- 

4,652,801 

-0- 

-0- 

-0- 

1,544,658 
$(2,579,270) 

1,544,658 
$  2,073,531 

-0- 

$    -0- 

$    -0- 

$  -0- 

$  4,652,801 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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DEPARTMENT  OF  STATE  LANDS 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE  -  ALL  PROPRIETARY  FUND  TYPES 

AND  SIMILAR  TRUST  FUNDS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 


REVENUES : 

Sale  of  Documents,  Merchandise, 

&  Property 
Rentals,  Leases,  &  Royalties 
Grants,  Gifts,  Bequests,  & 
Donations 

Income  Collections  &  Transfers 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES 
OVER  CURRENT  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Support  From  Consolidated  Entity 
Distributed  Trust  Fund  Corpus  (Note  4) 

EXCESS  OF  REVENUE  OVER 
EXPENDITURES  AND  OTHER  SOURCES 

FUND  BALANCE,  JULY  1,  1980 

FUND  BALANCE,  JUNE  30,  1981 


FIDUCIARY  FUND  TYPE 
Nonexpendable  Trust 


$   2,488,900 
9,926,517 

435 
3,130,807 
7,681 


15,554,340 


-0- 


15,554,340 


405,514 
240,134 
(2,417,545) 


13,782,443 

158,225,061 

$172,007,504 


The  notes  to  the  financial  statements  are  an  integral  part  of  this 
statement . 
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DEPARTMENT  OF  STATE  LANDS 

COMBINED  STATEMENT  OF  REVENUES,  EXPEND  I TURES,  AND 

CHANGES  IN  FUND  BALANCE  "-  ALL  PROPRIETARY  FUND  TYPES 

AND  SIMILAR  TRUST  FUNDS 

FOR  THE  FISCAL" YEAR  ENDED  JUNE  30,  1980 


FIDUCIARY  FUND  TYPE 
Nonexpendable  T rust 
REVENUES: 

Sale  of  Documents,  Merchandise, 

&  Property  $   2,459,000 

Rentals,  Leases,  &  Royalties  6,664,366 

Income  Collections  &  Transfers  1,704,631 

Federal  Assistance  14,653 

Total  Revenues  10,842,650 

EXPENDITURES : 

Total  Expenditures  -0- 

EXCESS  OF  CURRENT  REVENUES 

OVER  CURRENT  EXPENDITURES  10,842,650 

OTHER  FINANCING  SOURCES  (USES): 

Prior  Year  Adjustments  537,360 

Support  From  Consolidated  Entity  396,074 

Gain  on  Land  Exchange  9,631 

Distributed  Trust  Fund  Corpus  (Note  4)  (369,016) 

EXCESS  OF  REVENUE  OVER 

EXPENDITURES  AND  OTHER  SOURCES  11,416,699 

FUND  BALANCE,  JULY  1,  1979  150,317,915 
Prior  Period  Adjustments 

-  Uncleared  Collections  189,954 

-  Unrecognized  Loss  on  Bond  Swaps  (3,699 ,507) 
Adjusted  Fund  Balance  146,808,362 

FUND  BALANCE,  JUNE  30,  1980  $158,225,061 


The  notes  to  the  financial  statements  are  an  integral  part  of  this 
statement. 
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DEPARTMENT  OF  STATE  LANDS 

COMBINED  STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION  - 

ALL  PROPRIETARY  FUND  TYPES  AND  SIMILAR  TRUST  FUNDS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 


FIDUCIARY  FUND  TYPE 


Sources  of  Working  Capital: 
Operations : 
Net  Income 
Working  Capital  Provided  by  Operations 
Prior  Year  Revenue  Adjustments 
Support  from  Consolidated  Entity 

Total  Sources  of  Working  Capital 

Uses  of  Working  Capital: 
Transfers  to  Agency  Fund  for  Investment 
Decrease  in  Property  Held  in  Trust 
Total  Uses  of  Working  Capital 

Net  Decrease  in  Working  Capital 


Nonexpendable  Trust 

$15,554,340 

15,554,340 

405,514 

240,134 

16,199,988 

15,811,026 

404,420 

16,215,446 

$   (15,458) 


Elements  of  Net  Increase  (Decrease) 
in  Working  Capital: 
Cash 

Certificate  of  Purchase 
Accountability  for  Advances 
Accounts  Payable 
Deferred  Profit  on  Land  Sales 

Net  Decrease  in  Working  Capital 


66,551 

(162,806) 

1,094 

(147,417) 

227,120 


$   (15,458) 
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DEPARTMENT  OF  STATE  LANDS 
COMB  I  NED  STATEMENT  OFCHANGES  IN  FINANCIAL  POSITION 
ALLf  PROPRIETARY  FUND  TYPES  AND^SlMILAR  TRUST  FUNDS 
FOP  THE_FISCAE  YEAR  ENDED  JUNE  30,  J 980 


FIDUCIARY  FUND  TYPE 


Sources  of  Working  Capital: 
Operations : 
Net  Income 
Working  Capital  Provided  by  Operations 
Prior  Year  Revenue  Adjustments 
Support  from  Consolidated  Entity 

Total  Sources  of  Working  Capital 


$10,842,650 

10,842,650 

537,360 

396,074 

11,776,084 


Uses  of  Working  Capital: 
Transfers  to  Agency  Fund  for  Investment 
Total  Uses  of  Working  Capital 

Net  Decrease  in  Working  Capital 


11,786,976 
11,786,976 

$   (10,892) 


Elements  of  Net  Increase  (Decrease) 
in  Working  Capital: 
Cash 

Certificate  of  Purchase 
Deferred  Profit  on  Land  Sales 

Net  Decrease  in  Working  Capital 


$    74,817 
(159,565) 
73,856 

$   (10,892) 
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DEPARTMENT  OF   STATE    LANDS 

NOTES  TO  THE    FINANCIAL   STATEMENTS 

JUNE   30,    1981 

1.      SUMMARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 

The  preceding  financial  statements  were  prepared  from  the 
Statewide  Budgeting  and  Accounting  System.  They  include  the 
financial   activity  of  the  Department  of  State   Lands. 

A.  Basis  of  Presentation 

The  accounts  of  the  state  of  Montana  are,  by  statute, 
organized  into  the  fund  structure  listed  in  section  17-2-102 
(temporary),  MCA.  For  fiscal  years  1980  and  1981 
accounting  transactions  for  the  department  were  recorded 
on  the  basis  of  that  structure.  However,  the  financial 
statement  presentation  is  made  on  the  basis  of  section 
17-2-102  (effective  July   1,    1983),   MCA. 

B.  Fund  Structure 

For  financial  presentation  purposes,  funds  have  been 
classified  in  accordance  with  Governmental  Accounting, 
Auditing,  and  Financial  Reporting,  Statement  1 .  The 
funds  and  account  groups  presented,  their  relationship 
to  the  state  treasury  fund  structure,  and  their  purposes 
follow. 

1)  General  Fund--To  account  for  all  financial  resources 
not  accounted  for  in  another  fund.  This  fund 
corresponds  to  the  state  General  Fund  within  the 
state  treasury  fund   structure. 
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2)  Special  Revenue  Fund--To  account  for  the  proceeds 
of  specific  revenue  sources  that  are  legally  restricted 
to  expenditure  for  specified  purposes.  Activities  in 
this  fund  incorporate  federal  funds  received  by  the 
department  plus  earmarked  revenue  funds  for  land 
development  and   reclamation. 

3)  Trust  and  Agency  Funds--To  account  for  assets 
held  by  a  governmental  unit  in  a  trustee  capacity 
or  as  an  agent  lor  individuals,  private  organizations, 
other  governmental  units,  and/or  other  funds. 
These  include  (a)  Nonexpendable  Trust  Funds  and 
(b)  Agency  Funds.  Nonexpendable  trust  funds 
include  the  permanent  trust  funds  established  by 
the  constitution  as  permanent  income  sources  for 
the  university  units,  public  schools,  and  institutions. 
Agency  funds  include  the  interest  on  permanent 
trust  funds  and  other  moneys  collected  by  the 
department    and    distributed    to   the   various   entities. 

4)  Account  Groups--To    account    for    land,    fixed   assets 
and  equipment  owned  by  the  department. 

C.       Basis  of  Accounting 

The  department  utilizes  the  modified  accrual  method  of 
accounting.  This  method  recognizes  revenue  at  the  time 
of  receipt  or  when  measurable  and  available,  and  expen- 
ditures when  incurred.  The  full  accrual  method  of 
accounting  is  required  for  nonexpendable  trust  funds. 
While  the  state's  accounting  system  operates  on  a  modified 
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accrual    method,    the   department's  financial   statements  for 

its     nonexpendable    trust     fund     reflect    the    full    accrual 

method. 

Vacation  and  Sick   Leave 

Employees     of    the    department    accumulate    both    vacation 

and    sick    leave.       Employees    are    paid    for    100  percent  of 

unused    vacation    credits    and    25  percent    of    unused    sick 

leave     credits     upon     termination.        Accumulated     unpaid 

liabilities   for   vacation   and  sick  leave  are  not  reflected  in 

the     financial     statements     of     the     Department     of    State 

Lands.       At    June  30,     1981    the   value   of   the    liability   was 

not    readily    determinable.       Expenditures    for    termination 

pay    currently     are    absorbed    in    the    annual    operational 

costs  of  the  department. 

Investments 

Investments    are    stated    at   cost   increased    by   the   amount 

of  unamortized  premiums  ($13,347)  and  purchased   interest 

($249,677)    and    reduced    by    the    amount    of    unamortized 

bond     discounts     ($9,624,440).       Market     values     of     the 

investments  at  June  30,    1981   were  $116,798,630. 

Budgets 

The    state    utilizes    a    fixed    biennial    basis    of    budgeting. 

Under    this    method,     appropriations    of    a    specific    dollar 

amount     are     set     for     the     biennium.        Budgets     for     the 

department     are     adopted     on     a     biennium     basis     by    the 

Montana     State     Legislature     for     all     operating     entities. 
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Budgets  for  the  general  and  special  revenue  funds  are 
adopted  in  accordance  with  generally  accepted  accounting 
principles. 

G.       Support  to  Consolidated   Entity 

This  account  in  the  Special  Revenue  Fund  represents 
those  moneys  that  are  collected  or  accumulated  on  behalf 
of  another  operating  entity.  Ninety-five  percent  of  all 
the  interest  from  investments  and  rent  received  from 
leasing  on  the  public  school  lands  is  collected  and  accumu- 
lated in  this  fund  and  used  by  the  Office  of  Public 
Instruction  for  the  support  of  elementary  and  secondary 
school  districts. 

H.       Land   Valuation 

The  Department  of  State  Lands  values  all  state  land 
under  its  administration  at  $10  per  acre.  Generally 
accepted  accounting  principles  require  that  fixed  assets 
be  recorded  at  historical  cost  or  estimated  historical  cost 
if  the  original  cost  cannot  be  determined;  or,  in  the  case 
of  gifts,  fair  market  value  when  received.  Much  of  the 
land  administered  by  the  department  was  acquired  by 
grant  from  the  federal  government  in  1889.  The  remainder 
of  the  land  was  acquired,  in  relatively  small  parcels, 
throughout  the  succeeding  years  by  grant,  purchase,  or 
exchange.  While  $10  per  acre  may  be  an  acceptable 
estimate  of  the  value  of  lands  granted  to  the  state  many 
years  ago,  it  probably  is  not  representative  of  the  value 
of    lands    acquired    in    recent    years.      The   department    has 
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no  readily  available  records  showing  the  fair  market 
value  of  lands  acquired  by  gift  nor  the  cost  of  any  lands 
acquired   by   purchase  or  exchange. 

2.  RETIREMENT   PLAN 

All  employees  of  the  department  are  participants  in  the  Public 
Employees'  Retirement  System.  This  is  a  contributory  plan  where 
the  state  contributes  six  and  two-tenths  percent  of  employee  gross 
wages  for  retirement  and  the  employee  contributes  six  percent  of 
their  gross  wage.  Costs  incurred  by  the  department  under  this 
plan  were  $137,776  in  1981  and  $109,412  in  1980.  Employees  are 
also  covered   by  the  federal   Social   Security  system. 

The  state's  policy  is  to  fund  accrued  pension  costs.  At 
June  30,  1980,  the  Public  Employees'  Retirement  System  was  deter- 
mined to  be  actuarially  sound.  The  unfunded  past  service  costs 
and  the  actuarially  computed  value  of  vested  benefits  were  not 
available    for    members    of    the    plan    employed    by    the    department. 

3.  CERTIFICATES   OF    PURCHASE 

Certificates  of  purchase  held  by  the  Department  of  State 
Lands  represent  notes  receivable  on  contract  land  sales.  Under 
the  purchase  agreements  the  state  of  Montana  retains  title  to  the 
land  until  the  contract  payments  are  completed.  In  the  event  a 
buyer  defaults  on  the  contract  the  land  reverts  to  the  state  and 
the  buyer  forfeits  all  payments  that  have  been  made.  The  certifi- 
cates of  purchase  typically  have  a  term  of  33  years  and  bear 
interest  at  the  rate  of  5  percent  per  annum.  Certificates  issued 
after  1975  bear  interest  at  a  rate  established  annually  by  the  state 
Board  of   Land   Commissioners. 
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The  amounts  reported  in  the  accompanying  financial  statements 
are  gross  amounts  receivable  without  allowance  for  losses  due  to 
default.  The  department  has  no  readily  available  record  of  the 
default  rate  on  land  sales  but  believes  losses  have  been  minimal 
and  does  not  anticipate  significant  losses  in   the  future. 

The  department  accounts  for  contract  land  sales  on  the  install- 
ment basis  whereby  gains  or  losses  on  such  sales  are  recognized 
as  the  payments  are  received.  The  net  gain  from  contract  land 
sales  recognized  during  the  year  ended  June  30,  1981  was  $5,644 
for  the  Special  Revenue  Fund  and  $160,281  for  the  Nonexpendable 
Trust  Fund. 
4.      DEFERRED   LOSSES   AND   GAINS 

In  order  to  improve  the  investment  portfolio  of  the  Department 
of  State  Lands,  the  Montana  Board  of  Investments  from  time  to 
time  sells  one  security  and  buys  another,  usually  one  with  a 
higher  interest  rate.  Such  sales  of  securities  usually  result  in  a 
gain  or  loss,  most  often  a  loss.  Losses  incurred  in  such  sales 
should  be  recovered  by  the  higher  interest  rates  of  the  new 
securities  purchased.  Sales  of  securities  with  an  immediate  purchase 
of  a  new  security  are   referred  to  as  bond   swaps. 

For  purposes  of  income  distribution  the  department  accounts 
for  gains  and  losses  incurred  from  bond  swaps  on  the  deferral 
method  whereby  such  gains  or  losses  are  not  recognized  when 
securities  are  sold  but  are  amortized  over  the  life  of  the  security 
sold  or  the  security  purchased,  whichever  is  shorter  (deferral 
method).  Generally  accepted  accounting  principles  require  that 
gains  and  losses  on  the  sale  of  securities  be  recognized  at  the  time 
of  sale  (completed  transaction  method). 
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The  net  losses  incurred  on  bond  swaps  during  the  fiscal  year 
ended  June  30,  1981  approximated  $2.4  million  and  total  deferred 
losses  approximated  $5.1  million  at  June  30,  1981.  Since  the 
department  distributes  all  interest  income  net  of  the  losses 
recognized  in  the  current  year,  there  has  been  a  distribution  of 
the  permanent  trust  fund  corpus  of  $5.1  million.  This  distribution 
of  the  corpus  does  not  violate  Article  X  of  the  Constitution  as 
found  by  the  Montana  Supreme  Court  in  ruling  hi  Re  Montana 
Trust  and   Legacy   Fund,    338  P. 2d   366   (1964). 

The  financial    statements   were   adjusted  to  properly  reflect  the 
completed    transaction    method   of   accounting   for   bond    swaps.      The 
department   recognized   the   $5.1   million    in    net   deferred    losses   as  a 
distribution  of  the  Nonexpendable  Trust   Fund  corpus. 
5.      LEASES 

Operating  units  of  the  department  are  involved  in  lease  agree- 
ments for  equipment  and  office  space.  Lease  payments  are  expensed 
against  current  operations  until  a  decision  is  made  to  either  purchase 
the  leased  item  or  cancel  the  lease.  Therefore,  all  leases  are 
classified  as  operating  leases  and  renewable  annually.  Future 
minimum  rental  payments  required  under  operating  leases  that  have 
initial  or  remaining   noncancellable  lease  terms  are: 


For  Fiscal    Year 

Ending  June   30,  Minimum  Payment 

1982  $  88,692 

1983  80,064 

1984  77,830 

1985  19,457 

Total  Minimum  Payment  Required  $266,043 
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6.  BUDGET   VARIANCES 

The  department  anticipated  receiving  approximately  $11  million 
from  the  U.S.  Department  of  the  Interior  during  the  two  year 
period  ended  June  30,  1981.  The  money  was  to  be  from  federal 
coal  royalties.  It  was  to  be  used  by  states  where  coal  is  processed 
for  the  reclamation  and  revegetation  of  the  land.  The  project  is  to 
last  15  years  and  begin  with  the  reclamation  of  abandoned  coal 
mines  and  old  hard  rock  mines  and  dumps.  The  state  did  not 
receive  the  anticipated  $11  million  from  the  Department  of  the 
Interior  and  therefore  the  financial  statements  reflect  a  budget 
variance  of  approximately  $5.9  million  in  fiscal  year  1980-81  and 
$5.1   million   in  fiscal   year  1979-80. 

7.  LITIGATION 

The  department  is  currently  not  involved  in  any  litigation 
which  would  result  in  monetary  loss  except  attorney  fees  and  costs 
if  the  department  were  to  lose  the  case.  The  department  is  defendent 
in  several  mandamus  actions  in  which  the  plaintiff  may  be  granted 
attorney  fees  if  successful.  In  one  case,  Kadillak  et  al  v.  DSL 
et  al,  the  Montana  Supreme  Court  has  ordered  the  department  to 
pay  attorney  fees  and  costs,  which  will  be  between  $18,000  and 
$160,000,    depending    on    the    court's    final    decision   on    the   amount. 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  FEDERAL  GRANT  AWARDS  AND  RECEIPTS 

FISCAL  YEARS  ENDING  JUNE  30,  1980  AND  1981 


Grant  No.  Title 

C7000029  Sand  Coulee  AML 

C7000030  Belt  Creek  AML 

C7000033  Heal  Mine 

C7000034  Pilgeram  Creek  AML 

C7000035  Klien  AML 

C7000039  Armington  AML 

C5101118  National  AML  Inventory 

C5191053  AML  Inventory 

C51 17301  AML  Annual 

G5108024  Small  Operators'  Asst. 

G5103012  Admin,  and  Enforcement 

G5103025  Admin,  and  Enforcement 

G5101012  Admin,  and  Enforcement 

G5191012  Admin,  and  Enforcement 

G5192010  Designation  of  Lands 
Unsuitable 

TOTAL 


Receipts  in 

Receipts  in 

Fiscal  Year 

Fiscal  Year 

Amount 

Ending 

Ending 

of  Award 

June  30,  1980 

June  30,  1981 

$   121,487 

$  82,144 

28,772 

28,772 

64,206 

20,000 

16,891 

16,891 

144,664 

20,000 

25,120 

25,098 

67,780 

35,000 

220,048 

$110,000 

85,965 

273,926 

57,335 

89,069 

593,314 

307,335 

106,509 

50,000 

511,717 

49,000 

150,966 

25,000 
$234,000 

$2,471,804 

$621,205 
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AGENCY    RESPONSES 


DEPARTMENT  OF  STATE  LANDS 


TED  SCHWINDEN.  GOVERNOR 


RECEIVED 

MAR  1  0  198?. 


MONTANA  LEGISLATIVE  AUDITOR 

CAPITOL  STATION 


STATE  OF  MONTANA 


(406)449  2074 

(4061449-4560  RECLAMATION  DIVISION 


1625  ELEVENTH  AVENUE 
HELENA  MONTANA  59620 


March  5,  1982 


James  Gillett,  Legislative  Auditor 
Capitol  Station 
Helena,  Montana  59620 

Dear  Mr.  Gillett; 

As  per  your  request,  the  following  is  our  response  to  the  recommen- 
dations made  in  the  audit  report  of  the  Department  of  State  Lands  for 
FY  80  and  81. 

Recommendation  #1B,  page  6 

We  agree . 

Recommendation  #2,  page  7 

We  agree. 

Recommendation  #3,  page  8 

We  agree.   When  annual  financial  statements  are  prepared,  appropriate 
adjusting  entries  will  be  made. 

Recommendation  #4,  page  9 

We  agree. 

Recommendation  #5,  page  10 

We  agree. 

Recommendation  #6,  page  13 

We  agree. 

Recommendation  #7,  page  13 

We  agree. 

Recommendation  #8,  page  15 

We  agree.   The  overdistribution  has  been  transferred  to  the  proper 
account . 
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VmI  I  M'1/  OYl  U 


March  5,  1982 
Page  -2- 


Recommendation  #9 

We  agree . 

Recommendation  #11 

We  agree.   We  are  in  the  process  of  changing  the  cashiering  function 
which  will  result  in  better  internal  control. 

Recommendation  #12 

We  agree . 

Recommendation  #13 

We  agree . 

Recommendation  #14 

We  agree. 

Recommendation  #15 

We   agree . 

Sincerely, 

r 

y«. -ej 

Ga-reth   Moon 

Commissioner 

Department  of  State  Lands 

BH: JW:lw 
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DEPARTMENT  OF  ADMINISTRATION 

DIRECTORS  OFFICE 


TED  SCHWINDEN  GOVERNOR 


MITCHELL  BUILDING 


STATE  OF  MONTANA 


(406)449-2032 


HELENA.  MONTANA  59620 


February  24,  1982 


James  H.  Gillett 

Acting  Legislative  Auditor 

Capitol  Station 

Helena,  MT   59620 

Dear  Mr.  Gillett: 


flONlANA  I    lilSLATM   ftUDITUR 


In  accordance  with  your  request,  we  submit  the  following  re- 
sponse to  the  recommendation  included  in  the  recently  completed 
audit  report  for  the  Department  of  State  Lands. 

RECOMMENDATION  #1 

WE  RECOMMEND  THE  DEPARTMENT  OF  ADMINISTRATION  ACCOUNT  FOR  GAINS 

AND/OR  LOSSES  ON  BOND  SWAPS  AS  COMPLETED  TRANSACTIONS  IN  THE 

YEAR  INCURRED. 

Response : 

The  National  Committee  on  Government  Accounting  has  added  the 
issue  of  accounting  for  bond  swaps  to  its  technical  agenda  for 
study.   We  prefer  to  account  for  gains  and/or  losses  on  bond 
swaps  in  accordance  with  the  deferral  method  until  results  of 
the  study  are  received,  otherwise  we  may  be  forced  to  reverse 
our  action  which  would  cause  confusion  to  report  users. 

Sincerely , 

Morris  L.  Brusett 
Director 
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AN  fQUAl    OPPORTUNITY  EMPLOYER 


DEPARTMENT  OF  INSTITUTIONS 


TEDSCHWINDEN   GOVERNOR 


1539  MTH  AVENUE 


STATE  OF  MONTANA- 


(406)449  3930 


t  IELENA.  MONTANA  59620 


February  24,  1982 


MflNTAiM   II  ;iSi  \T\  v   /, 


James  H.  Gillett 

Acting  Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  MT   59620 

Re:   Draft  Report  -  Audit  of  the  Department  of  State  Lands 
Dear  Mr.  Gillett: 

The  Department  of  Institutions  is  currently  inventorying  its  real 
property  held,  leased  or  administered.   Given  the  large,  complex  land 
holdings  at  some  of  our  larger  institutions,  we  have  had  to  hire  independent 
abstractors. 

We  expect  to  be  in  compliance  by  June  30,  1982  at  the  latest. 


Sincerely, 


/ 


Carroll  V.  South 
Director 


CVS:jw 
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